Design/methodology/approach -We use an empirical archival approach. While our sample size of early adopters is small, it does provide us with the unique ability to control for any temporal effects on disclosure practices.
Introduction
We seek to identify if the move to international accounting standards, which requires more specific expense disclosure, positively impacts on the disclosure levels of New Zealand (NZ) listed companies. Accounting regulation has the potential to reduce processing costs by providing a set of standards accepted by investors (Healey and Palepu, 2001 ). However accounting standards often permit discretion which creates variation in the observed level of disclosure. While NZ compliance with mandated items is typically good, companies have a poor history of complying with the general requirement to disclose operating expenses under New Zealand's Statement of Standard Accounting Practice 9 (SSAP 9) and its immediate replacement, Financial Reporting Standard 9, Information to be Disclosed in Financial Statements (NZ FRS 9) . 1 For example, 64% of companies ignored operating expense disclosure requirements altogether (Lont, 2002) .
On 19 while still primarily principles based, states that operating expenses are to be disclosed by either their function or nature, with more specific guidance to comply with each method. While we expected improved disclosure levels, it may be that present practice will still be adversely affected by the poor practice of the past.
The objectives of this study are to (i) document the operating expense disclosure of New Zealand listed companies before and after the adoption of NZ IFRS, (ii) determine whether listed companies comply with the mandated items as outlined by NZ FRS 9 and NZ IAS 1, (iii) detail the nature and level of unspecified operating expense disclosures under NZ FRS 9 and NZ IAS 1 to investigate whether the move to NZ IFRS has increased the disclosure level, and (iv) examine firm characteristics that may influence disclosure levels. Finally, we are interested in whether the wording of NZ IAS 1 influences expense disclosure levels.
Consistent with our priors, we find full compliance with mandated items under NZ FRS 9 and NZ IAS 1. While disclosure levels have improved, 14% of listed companies using NZ IFRS still do not provide any disclosure of unspecified expense items and 27% of listed companies disclose only one item.
Our findings should be useful to investors, auditors and regulators as disclosure levels may act as a signal about the willingness of management to keep stakeholders informed. The New Zealand Securities Commission's (NZSC) surveillance programme considers compliance with accounting standards. While the Commission had not previously publicly commented on this specific issue prior to our study, we provided the Commission with our preliminary results. After its own analysis, it expressed public concern in its cycle 7 report (NZSC 2008, para 92-99) . One of the objectives of IFRS is to ensure high quality, internationally comparable financial reports, however, inconsistently applied standards threaten this ideal. Our results suggest ongoing monitoring is required to ensure compliance.
We organize the remainder of the paper as follows. The next section provides a brief literature review and outlines relevant sections of applicable accounting standards.
Section 3 outlines the data and method. Section 4 provides descriptive analyses of the level and the change in operating expense disclosures, while section 5 discusses the major findings and conclusions.
Background
Demand for financial report disclosures arises from a perceived need to reduce information asymmetry between the firm and outside investors [Healy & Palepu, 2001 , Jensen & Meckling, 1976 , Botosan & Plumlee, 2002 . Although no comprehensive theory of financial disclosure exists 2 , increased disclosure is argued to improve the adverse selection problem, market efficiency and achieve a lower cost of capital [Dhaliwai 1979 , Verrecchia 2001 , Dye 2001 , Francis et al 2005 . However, economic incentives also exist to withhold information; for example, companies may wish to protect proprietary costs to exploit economic advantage (Dye 1985) . Gibbins et al (1990) finds that while disclosure discretion exists, it is constrained by the firm's dependence on capital and other factor markets, product market opportunities, and disclosure regulations. They argue industry norms and corporate networks may also influence disclosure outputs.
Principles based accounting standards, generally advocated outside of the USA (including in New Zealand), are claimed to be superior due to the undesirability and inappropriateness of the "check-box" mentality of rules based standards [Schipper, 2003, p. 61] . However, principles based disclosures are more subjective and thus harder to regulate and enforce. Different interpretation of "true and fair" [Kirk 2006] and materiality judgements could also lead to variation in disclosure levels.
There are also systematic reasons why companies voluntarily disclose information.
For example, to reduce agency costs, larger companies with higher political costs could increase disclosure [Watts and Zimmerman 1978] . Company characteristics that impact on the quantity and quality of information released include size and industry [Buzby 1975 , Ahmed & Courtis 1999 . Bradbury (1992) finds that larger NZ companies disclose more unspecified financial information than smaller companies.
Industry can also influence disclosure practices due to shared political risks and exposure to industry "herd" behaviour [Dye & Sridhar 1995, p. 157] .
The disaggregation of the profit and loss account allows the identification of specific drivers of revenues and expenses. Survey evidence suggests strong demand for such disclosures [Rosenfield 1994 , Schipper 2007 , however operating expense disclosures still appear inadequate under current global IFRS rules [PwC, 2007a, p. 5] . Prior research suggests NZ unspecified operating expense disclosure levels are low. For example, cost of sales, commonly disclosed in the United Kingdom and the United
States, was only disclosed on average by 6.9% of NZ companies under NZ FRS 9 between 1995 and 1999 [Lont 2002 ]. Lont (2002) also reported that 64% of companies do not disclose any unspecified operating expenses, with a further 18% disclosing only one item, and argued this was inadequate and a violation of NZ FRS 9.
The statutory requirement to comply with IFRS under the Financial Reporting Act
(and Financial Reporting Amendment Act 2006) as well as the move to NZ
IFRS is likely to prompt NZ companies to reform their disclosure practices to be more consistent with international practice. For example, for Austrian, German and Swiss companies "disclosure quality has increased significantly under IFRS" [Daske & Gebhardt 2006, p. 461] . However, it is also possible past poor practices will continue to impact on disclosure behaviour. The PwC (2007b) European IFRS study shows that "former national practices for including and presenting information on the face of the income statement -such as using additional columns and boxes -have been retained."
We also expect unspecified operating expense disclosure to be higher under NZ IAS 1 because of the increased guidance provided. For example, while NZ FRS 9 section 6.10 requires the separate disclosure of items of operating expense "if separate disclosure is necessary to achieve the objectives of general purpose financial reporting", NZ IAS 1 paragraph 88 In summary, the operating expense provisions in NZ IAS 1 are more prescriptive than those under NZ FRS 9 but still allow scope for judgement. While we also highlight some interpretation issues, on balance we believe greater disclosure will occur. 
Sample, Data Collection and Method
We collected operating expense information from annual reports for fiscal years ended from 2002 to June 2007.
From an initial sample of 153 listed companies, we excluded 12 companies because they were either trusts or funds. We excluded five companies that concurrently comply with overseas reporting requirements and five companies due to data unavailability. Our final sample of 131 companies consisted of a maximum of 94 companies reporting under NZ FRS 9 and 37 companies that adopted NZ IFRS.
We collected the following mandated and unspecified items: We also collected total assets (2005 only), auditor, and industry sector information.
NZ FRS and NZ IFRS Mandated Items
We coded each expense item as one, if they were either in the statement of financial performance or in the notes to the financial statements, otherwise zero. Total unspecified expense disclosures are the sum of item (4) through to (13), excluding mandated items: e.g. (4) and (5) under the NZ IAS 1 function method.
We counted as one item employee benefits and employee wage and salary expenses when determining item 4 (NZ IAS 1 paragraph.93, NZ IAS 19 paragraph 10b and NZ
IAS 24).
We deemed the disclosure of cost of sales to indicate the use of the function of expense method because this is the only clear indicator of the use of this method, however items such as distribution and administration fell within either method (the lack of cost of sales disclosure would mean they were in breach of the function of expense method requirements if we deemed them to be using that method).
When an administration expense (item 7) was reported in the financial statements as administration, administration and other, administration and general, or such like, then an administration expense disclosure was recognised. We excluded this recognition when the field acted as a catch-all category.
Operating lease expense classification, mandated under both NZ FRS and NZ IFRS, were often classified as either occupancy costs or rent, and therefore we count this item as an unspecified expense only when it is not an operating lease.
We relied on descriptive statistics and univariate analysis to answer our research questions as our sample size of IFRS adopters is insufficient to specify a linear model. [2004] [2005] [2006] . 4 An ANOVA confirms no significant differences between years. This gives us confidence that there is no general temporal effect that could affect our NZ FRS results.
Results and Analyses
Disclosure levels prior to NZ IFRS adoption are found to be similar to those reported by those companies that continue to use NZ FRS. However, a significant increase in the number of items disclosed is observed for the first year of adoption, with a median of three items disclosed, compared to none prior to NZ IFRS adoption. A paired sample t-test confirms the result at the 0.1% level of significance and we conclude that the introduction of NZ IFRS, on average, has improved unspecified operating expense disclosure levels. Note also that the mean disclosure for those using the nature method is higher than the function method. Recall, that more expense were outlined in IAS under the nature method compared to the function method. Table 2 shows full compliance with the two newly mandated items under NZ IAS 1 (employee benefits and cost of sales). Earlier, we raised doubt as to whether employee benefits required disclosure for those applying the nature method. Under NZ FRS 9, only four companies voluntarily disclosed employee expenses however we find all 37 companies disclose this item which suggests this was deemed a mandated item (as implied in NZ IAS 19 paragraph 23). Of the 21 listed companies we deemed to be using the cost of sales method (or function of expense method), only four had previously disclosed this item under NZ FRS 9. We also find that all listed companies disclose depreciation, audit fees, and directors' fees, mandatory under both NZ FRS and NZ IFRS. Table 3 provides a frequency distribution for unspecified operating expense disclosures under NZ FRS 9 and NZ IAS 1. First, our NZ FRS 9 results are show slightly lower disclosure levels than Lont (2002) . For example, we find that between 69% to 73% of listed companies do not disclose any unspecified expenses under NZ FRS 9, compared to 64% reported by Lont (2002) . While disclosure levels have substantially improved under NZ IAS 1, the median number of items disclosed is only three. Of more concern is that five listed companies (14% of our sample) did not disclose any unspecified operating expenses 5 and a further 10 companies disclosed only one items (27% of our sample). Our sample limits our ability to consider the effects of listed company characteristics such as size, auditors or industry effects on disclosure levels. Furthermore, we acknowledge that we only analysed those listed companies that have adopted NZ IFRS prior to mandatory adoption, which on average were larger listed companies.
Nevertheless we report descriptive results in Table 4 . Panel A of Table 4 Size, auditor or industry were not significant in any general linear models we specified to explain differences in disclosure levels. Finally, panel D shows larger listed companies were more likely to use the nature of expense method. Table 5 details the disclosure levels of operating expense items examples specifically noted within NZ IAS 1. Administration and distribution expenses were the most commonly disclosed categories with much higher disclosure levels than those reported under NZ FRS 9. Note, several companies also disclosed these items under the nature method, which suggests greater clarification of the conceptual basis for each category may be beneficial.
There appears to be differences in disclosure levels for those reporting under the function or nature method, however we have insufficient observations to formally test this. It also appears expenses suggested in the standard did not necessarily prompt disclosure. For example, despite the specific mention of transport costs in NZ IAS 1 paragraph 91, no company disclosed this item. However, distribution and administration costs, suggested disclosures under the function method, were more commonly reported (33 percent and 44 percent of firms respectively). 
Discussion and Concluding Comments
We find low levels of operating expense disclosure for those listed companies that continue to use NZ FRS. Overall, the introduction of NZ IFRS raised the level of operating expense disclosures through an increase in both mandated and unspecified items. However, disclosure for several companies still appear inadequate and this raises regulatory concerns.
We were also interested to see if the wording used in the standard influences disclosure levels. We find mixed evidence, with a number of listed companies reporting distribution and administrative costs as suggested in NZ IAS 1 paragraph 92, however no company disclosed transport costs suggested in NZ IAS 1 paragraph 91. Ball (2006, p.5) suggests that "the notion that uniform standards alone will produce uniform financial reporting seems naïve". The inconsistency in disclosure levels between NZ IFRS compliant financial statements shows how difficult it can be to meet the espoused goal of creating consistency between financial statements.
We acknowledge an increase in the quantity of disclosure does not necessarily represent an increase in the quality of disclosures. Future research could, for example, Although NZ IAS 1 is not significantly different from IAS 1, our results suggest prior compliance and enforcement regimes influence disclosure levels. However, to confirm this, future research that examines operating expense disclosure practices between countries would be of interest.
We also acknowledge our sample is too small to develop formal disclosure models, which provides another avenue for future research. However, our ability to observe concurrently the disclosure levels of companies reporting under NZ FRS and NZ IFRS provides us with a unique opportunity to control for possible temporal effects.
This natural control would not have been possible if we had conducted our study once all companies had adopted NZ IFRS.
Finally, we believe ongoing surveillance of disclosure practices, ideally by the NZSC, is necessary to ensure better compliance.
